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PERSPECTIVES 


EARM PRODUCTION IN 1990 WILL BE UP SLIGHTLY. according to preliminary 
estimates by USDA's Economic Research Service. The estimates were subject to 
revision before the Department's annual Agricultural Outlook Conference held late 
in November, but actions already taken by USDA, such as acreage set-aside 
requirements for some program commodities, and by farm producers, such as the 
planting of the winter wheat crop, suggest some gains over 1989. Winter wheat 
plantings are up by 4 million acres and all classes of wheats are expected to be 
improved. However, while forecasts usually run in straight lines, history often gen- 
erates bends and curves—like unforeseen droughts back-to-back. 


Net cash farm income from all crops is expected to be in the range of $52 billion to 
$57 billion in fiscal 1990, the fourth straight year that it has topped $50 billion. 
Direct government payments are expected to be down, and farm-property depreci- 
ation will rise. However, these factors will be offset by higher commodity receipts, 
holding net farm income to $44 billion to $49 billion, nearly equal to the estimated 
$48 billion in fiscal 1989. Net farm income includes net cash farm income plus non- 
cash revenues such as commodities consumed on the farm, imputed rental value 
of dwellings, and changes in inventory. (The use and significance of the “farm 
income” measurements are more fully discussed in the first article of this issue.) 


Crop receipts could be at a record high, but soybean production probably will be 
down. Plantings of soybeans are expected to be lower in 1990, because foreign 
soybean production in the Southern Hemisphere is reported to be adequate to 
keep market prices lower than many U.S. growers find satisfactory. Although beef 
production is stable, cattle receipts are expected to be up slightly, due to a 1 per- 
cent to 3 percent increase in prices. But competition from higher poultry production 
should keep the price of beef competitive. Profit margins may be preserved by the 
impact of lower feed prices. Like wheat, corn production is expected to be up. 


Earm equity is expected to improve again, From the mid-1980’s, when the value of 
farmland plummeted, farm equity by the end of fiscal 1990 will have grown by an 
estimated $120 billion to about $740 billion. Most of the gain in equity is expected 
from land appreciation. In spite of the recent runup in land prices, land still remains 
“affordable” for about 40 percent to 50 percent of commercial farmers. 


: i dy state,” says ERS economist 
Greg onsen, ¢ who supplied th the data on income. . He describes the current state of 
the agricultural economy as one of “strong fundamentals” with farmers holding 
onto stringent cost controls and keeping a steady eye on the export market. 


p agri ds j 980's as a cost squeeze (1980- 
83), followed ~ debt setnaiing andt income sorebulidine (1984-86) and then the 
current steac'y state. And a trend could be developing toward the “three-income” 
farm family with two breadwinners who derive at least part of their gross income 
from nonfarm activities, in addition to the income from the farm operation. Given 
tighter limits on government payments and the declining trend in crop target prices, 
some high-output crop farms are diversifying into broader crop-livestock mixes. 
With improved livestock returns since 1987, diversified operations large enough to 
achieve economies of scale have been quite profitable. An obvious example of 
what Hanson calls a “diversified superfarm” is one that produces corn, soybeans, 
hogs, and cattle in high volume. 
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U.S. Farm Sector Weathers Storm, Bulids Strength by Jack Harrison 
Producers in 1988 did surprisingly well in the wake of a severe drought that 
depressed output over much of the country. The annual USDA Farm Costs 
and Returns Survey found a decline in debt in the total farm sector. The 
next survey, covering 1989, will be taken soon. 


Behind the GATT Drive to Broaden Agricultural Trade by A/ Veerhoff 


The United States is urging its trading partners to join in removing all subsi- 
dies and import quotas that distort trade in farm goods. USDA analysts have 
been studying the history and the effects of the trading barriers. The possi- 
ble outcome of the subsidy reductions is discussed in accompanying articles. 


Freer Trade Seen as Boost to Wheat Producers by Doug Martinez 


American growers could capture a larger share of the world market if trade 
restraints are lifted, says an ERS economist. U.S. taxpayers would benefit. 


Sugar Producers, Users Could Gain a Fairer Marketplace by Judith Foulke 


The most volatile of commodity markets, sugar is intricately protected by 
many nations, including sugar producing ones. Removing the barriers will 
be a major undertaking, says an ERS economist. 


New Status for Hungary by Judith Foulke 


When Hungary eased travel restrictions for its citizens, the United States 
almost immediately granted the country permanent Most Favored Nation sta- 
tus. It will clear the way for long-term sales of U.S. farm goods. 
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Reports in the News: Food Cost Review; Food Marketing Review 
Farmline Trends: Monthly Price Monitor 
Agricultural Roundup: Top Farm Products, Top Farm States in 1988 
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Dialing Up Economic Information 
This handy guide provides telephone numbers of key specialists in USDA's 


Economic Research Service and National Agricultural Statistics Service. 


The listings are arranged by subject to help you find the right person to 
answer questions about crops, livestock, farmland prices, trade, and other 


topics. Pull out and save this guide. 
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U.S. Farm Sector Weathers 
Storm, Builds Strength 


U.S. farm sector demonstrated in 

1988 that it has the vigor to weather a 

powerful storm. By some measures, its 

financial condition improved during the 

year, despite the worst drought in half a 
century. 


The diversity of agriculture in this country 
was thus reemphasized. 


Some parts of the nation escaped the bad 
weather. Many of the farmers hit hard by the 
drought were helped by government disas- 
ter payments. It was actually a better than 
usual year for some commodities, in part 
because the drought resulted in higher 
prices—a boon for those who had a crop. 


“Overall, farm financial performance contin- 
ued to improve in 1988, as it had in 1986 
and 1987,” says economist Mitch Morehart 
of USDA's Economic Research Service. 


Farm receipts were up nearly 9 percent in 
1988 to a total of $151.5 billion. Gross cash 
income increased 6 percent and net cash 
income 4 percent while cash expenses rose 
7 percent and direct government payments 
fell 13 percent to $14.5 billion. This included 
$3.4 billion in drought relief that was paid in 
1988. (Another half-billion dollars was dis- 
tributed later.) 


Farm equity (net worth) increased by 8 per- 
cent to $610 billion as of the end of 1988. 
Farm debt was down 3 percent to $138.4 
billion and the total value of farm real estate 
rose 5 percent to $546 billion. 


USDA's annual Farm Costs and Returns 
Survey provides many details about the 
farm financial situation. ERS economists 
analyze the data each year and publish 
their findings in various reports. The survey 
results are broken down by region of the 
country, production specialty, economic 
class of farm, and other factors. 


Information about 1988 was gathered in 
early 1989 through interviews with a nation- 
wide sample of farmers and ranchers. The 
survey is conducted by USDA's National 
Agricultural Statistics Service and its state 
offices. Final preparations for the next sur- 
vey are being made now. 


Farms with high debt-asset 
ratios were fewer in 1988 
than in 1987. 


The most recent survey found that fewer 
farms had high debt-asset ratios in 1988 
than in 1987. 


At the end of 1988, the average debt-asset 
ratio for U.S. farms covered by the survey 
was 0.13 (meaning debts equaled 13 per- 
cent of assets), compared with 0.15 a year 
earlier, Morehart says. In 1985, after 
increasing for 6 straight years, the ratio was 
0.22, the highest ever. 


U.S. farmers had average assets of 
$359,600 and debts of $48,200 at the end 
of 1988, leaving an average net worth of 
$311,400. 


“Higher asset values mean a stronger sol- 
vency position for farmers,” Morehart says. 
He adds that much of the increase in asset 


values has resulted from rising land values. 
The solvency position has also improved 
because farmers have continued to reduce 
their debt levels and to avoid the levels of 
borrowing that were common in the latter 
part of the 1970's and the early 1980's. This 
is reflected by the increase in the number 
of farms with no debt, decreasing farm 
operator debt, and the decline in total farm 
sector debt. 


“The improvement was widespread among 
different economic classes, production 
specialties, and regions,” Morehart says. 


But there were exceptions: Farms in the 
Northern Plains, Southern Plains, Delta, 
and Appalachia registered declines in aver- 
age net worth. Farms in the smallest eco- 
nomic classes declined in average net 
worth. Farms specializing in the production 
of nursery/greenhouse items showed a 
small increase in average debt-asset ratio. 


Farms with annual gross sales above 
$40,000 had higher than average debt- 
asset ratios, up to an average of 0.19 for 





The Corn Belt, Northern Plains, Lake States, and Pacific Regions Have the 
Largest Portions of Financially Vulnerable Farms* 


65% Favorable 69% Favorable 63% Favorable 


7% Vulnerable 6% Vulnerable 


60% Favorable 
5% Vulnerable 


*From the 1988 Farm Costs and Returns Survey. 


7% Vulnerable 


58% Favorable 65% Favorable 
7% Vulnerable 7% Vulnerable 


71% Favorable 
4% Vulnerable 


75% Favorable 
3% Vulnerable 
72% Favorable 
3% Vulnerable 


76% Favorable 
4% Vulnerable 


Farms in favorable condition have both positive income and low debt those rated vulnerable have negative income and 


high debt. 
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farms with sales above $100,000. About 25 
percent of such farms had debt-asset ratios 
of 0.40 or more, compared with 10 percent 
of farms with sales below $40,000. This 
reflects the traditionally heavier use of debt 
financing by larger farms, Morehart says. 


About 4.4 percent of the nation’s farms had 
debt-asset ratios above 0.70 at the end of 
1988. These farms owed 19.4 percent of 
the total farm operator debt. A year earlier, 
farms in that category owed 23.4 percent of 
the debt. 


Poultry, dairy, cash grain, and cotton farms 
had the highest average debt-asset ratios 
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among production specialties in both 1987 
and 1988. The Lake States, Corr Belt, and 
Northern Plains had the highest average 
debt-asset ratios among regions. 


“One of the predominant factors associated 
with debt-asset ratios is the age of farmers,” 
Morehart says, because younger farm 
operators establishing farm businesses 
require substantial credit. As a farm opera- 
tion is built up, this need diminishes. 


Although average net farm income rose in 
1988 despite the drought, the share of 
farms with negative income increased 


slightly. 


Morehart explains some of the basic terms 
used as follows: 


“Net farm income” is the difference between 
gross farm income and total expenses and 
indicates the profit or loss associated with 
current production. It takes into account 
changes in the value of crop and livestock 
inventories, depreciation, and nonmoney 
income such as the rental value of a farm- 
house. It indicates the longer-term earnings 
capability of a farm to survive as an income- 
earning business. 


“Net cash farm income” is a shorter term 
measure. It indicates the current cash earn- 





ings of a farm business. It is basically gross 
cash income from farming minus farm cash 
expenses. It does not account for capital 
consumed in the production process. It 
shows whether a farm is all cash 
costs, including payment of interest 
charges out of gross cash income, and 
shows the amount of cash available to meet 
family consumption, income taxes, princi- 
pal payments, and other expenses. 


Commercial-size farms with annual sales 
between $40,000 and $500,000 were the 
ones most likely to have positive incomes 
in 1988. More than 75 percent of farms in 
these sales classes had positive net farm 
incomes and more than 80 percent had 
positive net cash farm income. 


The largest decreases in the number of 
farms with positive net farm income 
occurred in the Corn Belt and Southern 
Plains, on farms specializing in cash grains, 


poultry, or nursery/greenhouse products, 
and those with annual gross sales between 


Over 65 Percent ‘Favorable’ 


Morehart says that 67 percent of U.S. farms 
were in a “favorable” economic position in 
1988, compared with 69 percent in 1987. 
Only 5 percent were in a “vulnerable” posi- 
tion, the same proportion as a year earlier. 


A vulnerable farm, as defined by the ERS 
analysts, has negative net income and a 
“high” debt-asset ratio (above 0.40). A farm 
rated favorable has positive net income and 
a “low” debt-asset ratio (0.40 or lower). A 
farm with positive net income but a high 
debt-asset ratio is said to be in a condition 
of “marginal solvency.” Afarm that has 
a low debt-asset ratio but negative net 
income is described as a “marginal income” 
operation. 


The largest changes over the previous year 
occurred in the marginal income and sol- 
vency categories. The marginal income 
group contained a larger share of farms as 
a result of earnings problems, while higher 
asset values and lower debt helped to 
reduce the percentage of farms considered 
marginally solvent. Extending the survey 
results to represent all U.S. farms, about 


113,000 farms were classified as vulnera- 
ble in 1988, Morehart says. 


“These results reflect the diverse economic 
environment created by the drought,” 
Morehart says. 


Producers with crops to harvest or large 
inventories of commodities in storage ben- 
efited from the higher market prices. By 
contrast, livestock producers in drought- 
plagued areas were hurt by higher feed 
costs. 


Average net farm income nationwide 
increased by about $350 to $21,300 in 
1988. Average expenses also increased, 
but not enough to override the expansion in 
gross farm income. 


“The changes in average net farm income 
by farm types and regions varied consider- 
ably,” Morehart says. Reductions occurred 
for cotton, cash grain, dairy, and general 
livestock operations. By location, there 
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were decreases in the Corn Belt, Northern 
Plains, Northeast, Appalachia, and Delta. 


Tobacco, other field crop, cotton, and poul- 
try operations had the highest share of 
operators with positive net income. Beef, 
hog, or sheep and cash grain farms had a 
higher than proportionate share of farms 
with negative income. 
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Government Payments Fall 

Direct government payments to farmers 
averaged $14,257 per farm in 1988, down 
from $18,017 in 1987, according to Bob 
McElroy, another ERS economist who 
worked on the analysis of the FCRS data. 


Government payments declined from 9.16 
percent of gross cash income in 1987 to 


8.06 percent in 1988. Direct ment 
payments totaled $14.5 billion in 1988, 
$16.7 billion in 1987, $11.8 billion in 1986, 
$7.7 billion in 1985, and $8.4 billion in 1984. 
They are forecast at $9-$12 billion for 1989. 


One factor in the decrease in 1988 was 
higher prices for grains and some other 
commodities. Supplies and stocks of sev- 
eral major commodities were reduced 





because of the drought. This led to higher 
prices, which meant that deficiency pay- 
ments were automatically reduced, says 
McElroy. 

Direct government payments as a propor- 
tion of gross cash income in 1988 averaged 
23 percent for cash grain farms, 20 percent 
for cotton farms, 3 percent for other crop 


farms, 6 percent for beef, hog, and sheep 
operations, 4 percent for dairy farms, and 1 
percent for other livestock farms. 


Farms in a favorable financial position 
accounted for 65 percent of major program 
commodity sales in 1988 and 63 percent of 
government payments. Farms in a vulnera- 
ble position had 6 percwnt of commodity 


sales and received 7 percent of govern- 
ment payments. 

[Based on information provided by econo- 
mists Mitch Morehart, Bob McElroy, and 
others in the Agriculture and Rural Econ- 
omy Division of the Economic Research 
Service.] 
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REPORTS IN THE NEWS 


Food Cost Review: 
1988 Rise 4.1% 


Food prices increased 4.1 percent 
in 1988, the same as in 1987. But 
prices rose at a much higher rate 
in the second half of 1988 than in 
the first half, because of the 
drought and other factors. 


Food prices reported in this pubii- 
cation are measured by the Con- 
sumer Price index. Prices in the 
fourth quarter of 1988 were 5.2 
percent higher than a year earlier, 
the highest rise from one fourth 
quarter to the next since 1980. 
The prices farmers received for 
commodities, as measured by the 
farm value of USDA's “market bas- 
ket of foods,” rose 3.6 percent in 
1988. The farm value of foods 
had dropped in 2 of the previous 3 
years. As a result, the 1988level 
was about the same as in the 
early 1980's. 


Grains and poultry led the 1988 
advance in farm prices. The over- 
all increase trailed the rise in retail 
food prices. 

The food industry got $298 billion 
ing foods after they left the farm. 
Direct labor costs represented 46 
percent of this marketing bill. 
Although the dollar amount spent 
for food continues to rise, food 
spending as a percentage of per- 
sonal income has declined over 
the past decade. Personal spend- 
ing on food, as estimated by ERS, 
was 11.8 percent in 1988, 13 per- 
cent in 1983, and 13.5 percent in 
1978. 


Food Cost Review, 1988 by 
Denis Dunham. Published July 
1989; 56 pages; $8 ($10 to non- 
U.S. addresses). 


Food Marketing: 
Mergers Increase 


Sales in the U.S. food marketing 
system reached an estimated 
$638 billion in 1988, including 
$254 billion in retail food sales, 
$210 billion in sales by restaurants 
and institutions, $100 billion in 
sales of nonfood items, and $74 
billion in packaged alcoholic bever- 
age sales. 


This 116-page report provides a 
wide range of statistics and 
detailed analysis of the U.S. food 
marketing system. Topics cov- 
wholesaling, retailing, and 
foodservice. 


The profile of the system includes 
information about acquisitions and 
est in food marketing firms 
reached an all-time high in 1988. 
The four largest acquisitions of 





Mail Order Form To: 
ERS-NASS 
P.O. Box 1608 
Rockville, MD 20849-1608 


the year had a total pricetag of 
$47 billion. 


The food marketing system intro- 
duced nearly 10,600 new grocery 
products in 1988, making a total of 
nearly 50,000 new products since 
1983. Retailers significantly 


The food marketing system pur- 
chased an estimated $100 billion 
in U.S. agricultural commodities in 
1988. It also bought $19 billion in 


$11.5 billion on advertising in 
1988. 


Food Marketing Review, 1988. 
Published August 1989; 116 
pages; $8 ($10 to non-U.S. 
addresses). 
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FARMLINE TRENDS 





Monthly Price Monitor 


USDA's October 1989 inflation-adjusted 
index of farm prices increased 0.7% from 


September and from its year-earlier level. 


Corn slipped to $2.26, the lowest price 
since May 1988, while wheat gained S¢ 
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to $4.25. Soybeans, down 35¢ to $5.46, 
were at their lowest since November 
1987. After a slight decrease to 68.5¢ in 
September, cotton rebounded to 70¢ per 
lb. Iceberg lettuce rose 26¢ to $7.00 per 
carton. Utility cows lost $3.36 to $49.14 


per cwt. Choice steers rose $1.54 to 
$69.88, their second lowest price this 
year. Barrows and gilts jumped $3.21 to 
$48.01. Broilers were down 8.6¢ to 55.6¢ 
per lb., their lowest price since April 1963. 
All prices shown are monthly averages. 
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Dialing Up 
Economic 
information 
































Need economic information or data on today’s, tomorrow’s, or even yesterday's 


agriculture? The economists, statisticians, and other specialists of the 


Economic Research Service and National Agricultural Statistics Service may be 
able to help. Here is a brief telephone guide that you can pull out and add to 
your files. Generally, those listed with an “S” for “Statistics” can give you data 
on acreage, yield, production, livestock numbers, and stocks. Those identified 
with an “E” for “Economics” can help with supply-demand-price questions and 
other economic issues. All telephone numbers are in area code 202. 


CROP AND LIVESTOCK SPECIALISTS 


Ron Sitzman 447-3244 
Dave Harvey 786-1888 


786-1888 
382-9185 


447-5944 
786-1840 
786-1840 
786-1826 


447-4448 
786-1770 
786-1770 


447-7369 
786-1840 
786-1825 
786-1840 


447-7688 
786-1884 


447-8068 
786-1840 
447-2157 
786-1840 
786-1840 


786-1825 


m mmOomo 


447-7688 
447-5412 
786-1885 
786-1885 


mmaa 


447-7621 
786-1840 


ma 


382-9185 
475-3236 


mma 


786-1883 


447-3040 


786-1285 
447-3106 
786-1768 


447-3578 


786-1285 
786-1285 


447-6147 


447-5944 
786-1840 
786-1826 


447-4285 
786-1882 
786-1886 


urkeys, Eggs 


mmawm 


447-3244 
447-6147 
786-1714 
786-1766 


| 


Jim Schaub 

Bob Cummings (World) 
Sugar & Sweeteners 
Darwin Ransom 
Robert Barry 

Luigi Angelo 

Peter Buzzanell 
Tobacco 

Darwin Ransom 
Verner Grise 

Tom Capehart 
Vegetables 

Jim Brewster—Fresh 
Arvin Budge—Processed 
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mma 


447-9526 
786-1840 
786-1840 
786-1826 


447-7621 
786-1888 
786-1888 
786-1888 


447-7621 
786-1890 
786-1890 


447-7688 
447-4285 


John Lawler 


U.S. TRADE & FOREIGN AGRICULTURE 


Africa & Middle East 
Michael Kurtzig E 


Asia 

Rip Landes E 
Carol Goodioe E 
Canada 

Carol Goodloe 

China 

Francis Tuan 

Developing 

Gene Mathia 

Eastern Europe 


Kenneth Gray 


Robert Koopman 
Nancy Cochrane 


Soviet Union 
Kathryn Zeimetz 


Exports & imports 
Thomas Warden 


E 


447-5412 
786-1886 
786-1884 
786-1886 


786-1840 


786-1680 


786-1664 
786-1610 


786-1610 


786-1620 


786-1680 


786-1621 
786-1621 
786-1621 


786-1624 


786-1822 


786-1822 
786-1821 


786-1680 
786-1821 


786-1680 


786-1610 


786-1790 
786-1791 
786-1705 
786-1705 
786-1790 


786-1620 


AGRICULTURAL FINANCES 


Agricultural Finances 
Jim Johnson 

Duane Hacklander 
Cash Receipts 
Roger Strickland 
Connie Dixon 
Costs & Returns 


786-1800 
786-1798 


786-1804 
786-1804 


786-1801 
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Credit OTHER TOPICS 

Jerry Stam 786-1892 

Jim Ryan 786-1798 Policy Agricultural History 

Pat Sullivan 786-1719 renee Douglas Bowers E 786-1787 


Biotechnology 
786-1840 John Reilly E 786-1456 
be Ae 786-1840 Richard Fallert—Dairy E 786-1710 


786-1632 

Commodity Programs & Policies 

786-1868 Food Sam Evans—Crops E 786-1840 

786-1712 E 786-1864 Paul Westcott—Crops E 786-1840 

786-1840 Richard Fallert—Dairy : 786-1710 
E 


786-1866 Karen 786-1821 
Jerry Sharples (World) 786-1632 


786-1807 
786-1804 786-1870 Soonsete Aiaate te sent, _ ape 


786-1801 Richard Haidacher E 786-1862 Energy 
786-1705 Mohinder Gill 786-1456 
447-5446 pemees Rich Nehring 786-1459 


& 
447-4214 E 786-1866 Farm Labor Market 


447-3570 Food Prices & C Price ind: Robert Coltrane 786-1932 


Ralph Parlett E 786-1870 Farm Machinery 
447-4214 Denis Dunham E 786-1870 LeRoy Hansen 786-1456 


Doug 
Robert Dismukes—Crops 786-1801 
3 Food Safety & Quality Farm Structure 
oo ee aaa 786-1710 Tanya Roberts E 786-1864 Donn Reimund 786-1522 


—Livestock 786-1714 Food 


Fertilizer 
Luigi Angelo—Sweeteners 786-1888 Walter Epps E 786-1866 Harold Taylor 786-1469 
Annette Clauson Macroeconomic 
Marketing Margins & Suatietos Conditions 


—Tobacce 786-1891 Denis Dunham 786-1870 Ralph Monaco E 786-1782 
Subsidies Howard Elitzak 786-1870 Tim Baxter (World) 786-1705 
E 


Harry Baumes 786-1689 Char'es Handy 786-1866 Natural Resource Policy 


Meat Price Spreads Dave Ervin E 786-1401 
pas Larry Duewer 786-1712 Francis Urban (World) 786-1717 


- 
Ron Durst 786-1897 
Ron Jeremias as | E 786-1712 Pesticides 


Wages & Labor RURAL DEVELOPMENT Herman Delvo 786-1456 


Tim Placke Ss 475-3228 Population 
Robert Coltrane E 786-1932 Agriculture & Community _- Calvin Beale 786-1534 
es 786-1525 Charles Goode (World) 786-1705 


FARMS & LAND Business & Industry Linda Swanson E 786-1534 


Corporate & Family Farms Alex Majchrowicz E 786-1547 Soil Conservation 
Donn Reimund E 786-1523 Community Development Tim Osborn 786-1435 
Farm Numbers David Sears E 786-1544 Klaus Alt 786-1401 


Dave Dillard S 447-8951 ous Financial Markets ae See a peewee 
at ivan -171 .Q. nson 

Farm Output & Penney, 

Jim Hauver 786-1459 verry Stam 786-1892 water & Irrigation 

Francis Urban (World) 5 786-1717 Employment Marc Ribaudo 786-1444 

Farm Real Estate Leslie Whitener 786-1540 John Hostetler 786-1410 


Roger Hexem E 786-1419 ee & Poverty ss eelieees Water  Qualty ates: 
oreign Land Ownership ‘eggy Ross 1 Marc 
Pome DeBraa! - E 786-1425 Robert Hoppe E 786-1537 Steve Crutchfield 786-1444 
Weather 


Labor 
Land Ownership & Tenure David McGranahan E 786-1532 Tom Kurtz 447-2157 
Gene Wunderlich 786-1425 Ken Baum 786-1449 
Local Government ous” 
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Behind the GATT Drive to 
Broaden Agricultural Trade 


B. the end of 1990, representatives of 
more than 100 nations, including the 
United States, expect to complete an 

on new procedures for market- 
ing agricultural commodities internationally. 


The accord would require countries to 
change the ways they subsidize farm pro- 
duction, probably reducing their support for 
some commodities for the next several 
years—at least to the end of the 1990's. 


The farm subsidies would have to be 
altered or abolished because the negotiat- 
ing nations are parties to the General 
Agreement on Tariffs and Trade. The pur- 
pose of the GATT, now four decades oid, is 
to promote the lowering of trade barriers 
through regular negotiating sessions 
among all members and covering all items 


From the beginning 
of the GATT, farm products 
have held special status. 


of international commerce. Unless they 
have special permission, countries partici- 
pating in the GATT agree to use a very 
narrow range of methods to control prices 
for imports and exports. A participant 
shown to ba fixing prices through unsanc- 
tioned procedures like producer subsidies 
must stop the practices or face retaliatory 
action such as countervailing duties. 


The “level playing field” often mentioned by 
trade negotiators is the rationale of the 


GATT: to encourage the conversion of 
trade restraints, which are often ambigu- 
ous, into equivalent, unambiguous import 
duties. The GATT maintains a low profile 
when negotiations are not in progress, 
except in times of economic stress. Then 
the GATT framework helps to restrain gov- 
ernments from actions they might later 
regret. 


Farm goods as well as industrial products 
and raw materials are covered by the 
GATT. In the seven rounds of negotiations 
that have been concluded since the GATT 
was established, trading barriers have 
been significantly lowered for nonagricul- 
tural products. While the use of export sub- 
sidies for these goods was generally 
renounced, various countries continued the 
practice with impunity. At the last round, 
which began in Tokyc, GATT members not 
only reiterated their opposition to the subsi- 
dies but also broadened retaliatory proce- 
dures. 


Until this decade, some nations have tried 
to keep farm products out of the GATT’s 
multilateral trade negotiations (MTN) so 
that their farmers would not have to com- 
pete with worldwide prices. While some 
agricultural trade barriers were reduced in 
the Tokyo round, participants also acted 
contrary to GATT principles by tacitly legit- 
imizing export subsidies for farm products 
and the concept of market sharing. 


“There are no ‘free traders’ among the 
world’s agricultural trading countries,” the 
USDA's Economic Research Service 
reported in 1987 in a worldwide study of 
government intervention in agriculture. 
“Without exception and with varying 
degrees of comprehensiveness and suc- 
cess, all governments intervene.” 


The origins cf export subsidies, say ERS 
historians Jane M. Porter and Douglas E. 
Bowers, “are shrouded in the history of 
market development and marketing.” The 
two have been studying the history of U.S. 
agricultural trade negotiations. 


Porter and Bowers report that the United 
States had tried in the early 1960's to bring 
farm goods into what was called the Ken- 
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nedy round of MTN. Members of the Euro- 
pean Community successfully kept these 
commodities out of the general trade talks 
because the EC at that time had not worked 
out its Common Agricultural Policy (CAP). 
Separate, special arrangements were 
made for some commodities (for example, 
on grains and meat) and several countries 
negotiated bilateral trade agreements out- 
side the GATT, both types of settlements 
that were considered to be contrary to the 
spirit of the GATT. The practice has contin- 
ued for nearly 25 years, and many of the 
agreements have been regularly renewed. 


By contrast, over the same period, most 
GATT members have increasingly opened 
their markets to industrial products. 


Growing Trade Group 

The GATT, adopted in 1947 by 23 nations 
including the United States, today covers 
nearly 100 nations and 80 percent of world 
trade. More than a score of nonsignatory 
nations also participate in its discussions. 


Part of the impetus for the initial GATT 
negotiations some 40 years ago was the 
belief that import quotas, tariffs, domestic 
subsidies, and similar trading practices can 
be as injurious to other nations as military 
actions. The trade conflicts of the early 
1930's, in the opinion of the negotiators, 
had contributed to the outbreak of the most 
devastating war in history. The scars of that 
war, just ended, were still visible throughout 
Europe and Asia when the GATT was 
drafted. 


Nations that participate in the GATT are 
committed to nondiscrimination and erual- 
ity in all trading relationships and for all 
goods. Members are expected: 


@to use tariffs as the oniy form of trade 
barrier (as opposed to such devices as 
quotas and export subsidies), 


@to adhere for at least 3 years to trade 
levels negotiated through the GATT, 
extending to all in tha GATT any reduction 
negotiated with one participant, and 


@to avoid trade disputes through regular- 
ized procsdures for notification, consulta- 
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tion, arbitration, and if necessary, compen- 
sation. 


The GATT recognizes that nations may 
want to protect certain domestic industries. 
If this protection is applied only through a 
tariff, however, then the shield is said to be 
“transparent"—visible to all GATT mem- 
bers—and subject to negotiation. 


From the beginning of the GATT, farm prod- 
ucts have held special status. Countries 
were allowed to temporarily restrict farm 
exports during domestic shortages, to 
restrict imports to relieve surpluses, and to 
restrict both exports and imports under 
classification or grading standards. 


Since 1955, the United States has exer- 
cised a special waiver of GATT rules for 
U.S. farm goods. Section 22 of the Agricul- 
tural Adjustment Act of 1935, and regularly 
reenacted by Congress ever since, requires 
the imposition of import quotas on any com- 
modities that interfere with the sale of 
domestic commodities produced under 
price supports. Over the years Congress 
has allowed negotiations aside from Sec- 
tion 22 for wheat, cotton, wool and man- 






made fibers, and tropical agricultural prod- 
ucts, which include tobacco. 


Until the current round of MTN, attempts to 
bring domestic farm programs under GATT 
discussion have been generally ineffective. 
Proposals to discuss the pricing of farm 
goods were largely postponed or tabled by 
GATT members. Apparent violations of the 
GATT prohibition against nontariff barriers 
were brushed aside with the claim that 
farm-support programs were a matter of 
“internal domestic policy” not subject to 
international negotiation. The U.S. waiver 
was Often cited as justification. 


One of the key activities of the Tokyo round, 
however, was the effort to reform trading in 
tropical agricultural products, largely 
shipped by the developing countries. The 
developed ‘nations did lower barriers for 
many of these goods, but the cuts were 
virtually negligible for high-revenue com- 
modities, such as tobacco, oilseeds, 
selected fruits and processed items like 
vegetable oils and wood products. 


Opposition to bringing farm price-support 
programs into the MTN weakened in the 
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1980's because of the high government 
costs of these programs, report Bowers and 
Porter. 


Early in the decade, the United States lost 
significant market share because of a com- 
bination of high farm-price supports and a 
gradual increase in the exchange rate for 
the U.S. dollar. 


in the middie of the decade, the United 
States forced the dollar down and boosted 
farm exports through its Export Enhance- 
ment Program. These changes made U.S. 
farm products more competitive worldwide 
and drew down stockpiles accumulated 
earlier. The EC, which had expanded trade 
at U.S. expense earlier in the decade, had 
to market its high-cost farm surpluses at 
world prices and absorb the difference. 


New Elements in Uruguay Round 

The eighth round of GATT negotiations 
opened in September 1986 in Punta del 
Este, Uruguay. The producer nations 
among the negotiators were in general 
agreement that trade was out of balance, 


and that the domestic policies of those 
nations were among the causes of that 
distortion. Farm subsidies in the United 
States and Europe at that time were esti- 
mated at $25 billion a year on each side of 
the Atlantic, and nonsubsidizing exporters 
such as Canada and Australia were losing 
market share. (Unofficiz! estimates of the 
subsidy costs for the year 1988 were $74 
billion in the United States and $124 billion 
in the EC.) 


in July 1987 the United States formally 
proposed the gradual elimination of all mar- 
ket-distorting support for farm commodities. 
The United States announced it was willing 
to negotiate over all the forms of support 
and protection the government gave to agri- 
cultural production. 


Within the next 7 months, six additional 
proposals for eliminating subsidies—to 
varying degrees—were laid on the table, by 
various GATT participants—the EC, Japan, 
Canada, the “Nordic Group” (Finland, ice- 
land, Norway and Sweden), and the “Cairns 
Group” (mostly agricultural exporting na- 


tions and mostly in Latin America or on the 
Pacific Rim), and a group of food importing 
nations including Jamaica. 

in April 1989, the GATT members agreed 
to negotiate new ;ules for agricultural trade 
and to freeze existing nontariff barriers 
while negotiations are under way. The dis- 
cussions also are to cover the procedures 
for measuring the value of trade barriers 
and whether farm supports can be “decou- 
pled"—by separating farm income supports 
from commodity price supports. 

Other articles in this issue discuss the 
potential effect of lowered trading barriers 
for two commodities produced in the United 
States: wheat and sugar. 


[Based on information supplied by Douglas 
E. Bowers and Jane M. Porter of the Agri- 
culture and Rural Economy Division; Arthur 
Dommen, Carl Mabbs-Zeno, Mathew 
Shane, Jerry Sharples and the staff of the 
Agriculture and Trade Analysis Division; 
and Kate Buckley of the Commodity Eco- 
nomics Division of the Economic Research 
Service.] 








Freer Trade Seen As Boost 
To U.S. Wheat Producers 


Sugar Producers, Users Could 
Gain a Fairer Marketplace 


merican wheat producers could capture a much larger share 
of the world wheat market if trade flows became freer and more 
flexible. 


That's the conclusion of economist Joy Harwood of USDA's Eco- 
nomic Research Service, who recently studied how the global 
wheat market might change if current multinational trade talks 
succeed in bringing down barriers to trade. 


However, greater gains by U.S. producers hinge on several factors, 
she says. 


“The United States could increase its share of the world market if 
policy reforms by major trading nations expand world wheat 
demand or cause production in other countries to fall, if U.S. prices 
are competitive, and if U.S. producers find wheat production to be 
more profitable than the production of other crops,” says Harwood. 


(Continued on page 17) 


rade barriers that have long protected the sugar industry worid- 

wide and in the United States are being reevaluated, both in the 
U.S. Congress and in the 97-nation General Agreement on Tariffs 
and Trade (GATT). The outcome may be a freer market for the 
heavily traded commodity. 


Sugar, produced in about 100 countries, is one of the world’s most 
traded and protected food commodities, says economist Annette 
Clauson of USDA's Economic Research Service. Sugar is an 
ingredient in most food items anc plays an essential roie in the food 
chain. It is also an important source of revenue to most countries. 
Therefore, the concern for, and protection of, sugar is worldwide. 


“Most major sugar-producing countries maintain more than one 
sugar policy to protect their producers and consumers from market 
price fluctuations,” says the economist. Such programs include 


(Continued on page 19) 
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Wheat (continued trom page 16) 
This cautiously optimistic outlook, she says, 
is based on the comparative advantage 
held by the United States in wheat produc- 
tion when matched against most other 
nations. That advantage stems from favor- 
able climate, soils, and a well-developed 
marketing system and research base. 


“On balance, U.S. wheat production costs 
are competitive with those of most other 
major exporters,” says Harwood. 

But that advantage is not absolute. 


“The United States cannot claim an outright 
cost advantage,” says Harwood. “An anal- 
ysis of relative costs indicates that, in some 
years, Argentina has had total wheat pro- 
duction costs almost 35 to 50 percent lower 
than in other major exporting countries.” 


Even so, the U.S. edge becomes clear 
when volume of production is considered. 


“Examining the 'average’ production costs 
among countries under the present system 
of supports is a little misleading,” says Har- 
wood. “The United States produces more 
wheat than the any of the other major 
exporters, except the European Commu- 
nity (EC). With U.S. production at levels 
nearer those of export competitors, U.S. 
average production costs would be sub- 
stantially lower. This is because high-cost 
production, often made possible by high 
domestic supports, would be the first to be 
eliminated.” 


She says the evidence collected so far sup- 
ports this reasoning. “Data from USDA for 
1974, 1981, and 1986 suggest that the vari- 
able production cost of a large part of each 
crop is below the average variable cost of 
most other countries.” 


Moreover, she adds, comparisons of pro- 
duction costs must also take into account 
the fact that costs vary according to other 
factors. 


“Production costs in any year vary widely 
from farm to farm within a region or country 
because of differences in yield potential, 
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technology, and management expertise,” 
says Harwood. 


And the United States has certain advan- 
tages to which low-cost producers may not 
have access. “Much of the current compet- 
itiveness of the United States in world trade 
stems from its unmatched research base 
and its well-developed transportation, mar- 
keting, and distribution system.” 


Beyond any benefits to the United States, 
though, says Harwood, there are other rea- 
sons why freer wheat trade is a good idea— 
including the fact that much wheat around 
the world currently is grown by inefficient 


producers. 


Wheat’s Vital Role 

“Wheat plays a unique role in the world 
agricultural economy,” says Harwood. “It is 
a key staple used in a wide range of food 
products and as a livestock feed in devel- 


oped, centrally planned, and developing 


countries.” 


tt is also, she says, one of the most widely 
traded commodities—measured both in 
absolute terms and in terms of the propor- 
tion of production imported and exported. 


“Most countries produce at least some 
wheat,” says Harwood. “But most countries 
are also involved in wheat trade for a num- 
ber of reasons, including climatic restric- 
tions on where, when, and what class of 
wheat can be produced, wide year-to-year 
swings in wheat production due to weather 
fluctuations, and differences in wheat 
classes that have led to a complex system 
of premiums, discounts, and specialized 
markets.” 


Because of its importance as a widely 
traded staple and as a major source of farm 
income in many countries, wheat is heavily 
regulated and would be one of the first 
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commodity groups to feel the effects of 
trade liberalization. 


“The world wheat market is shaped by 
domestic and trade policies,” says Har- 
wood. “Governrnent intervention takes the 
form of import and export programs, price 
and income support programs, and domes- 
tic marketing programs. These programs 
have played a major role in creating the 
world wheat market of the late 1980's.” 


Unfortunately, “these policies can effec- 
tively relocate production and alter con- 
sumption, shifting output from efficient 
producers who could compete without pro- 
tection to producers who are protected and 
less efficient,” says Harwood. “Producers 
who are guaranteed high and stable prices, 
despite surpluses or shortages, hold an 
artificial advantage and can overproduce 
with little or no penalty. The most extreme 
cases of economic protection can be traced 
to such countries as Japan and those of the 
EC, which ensure domestic prices among 
the highest in the world and encourage 
production at the expense of farmers in 
Canada, Australia, Argentina, and the 
United States.” 


Domestic policies can have a large impact 
on world prices through export subsidies. 


“If countries with a large share of the world 
market export at subsidized prices,” says 
Harwood, “world prices are artificially 
depressed. And until the 1988 droughi, 
world wheat prices were low, in part due to 
subsidization by the EC and the United 
States. By taking such actions, these coun- 
tries pay a high price in lost foreign 

but consider it an acceptable 
price to pay for domestic farm stability and 
the ability to gain substantial export market 
shares.” 


World market prices can also be distorted 
by domestic policies in other ways. 


“With the link between world and domestic 
wheat prices muted or broken, wider 
swings in world prices currently are neces- 
Sary to adjust supply and demand to market 
shocks,” says Harwood. 





The United States cannot 
claim an outright cost 
advantage in wheat growing. 





How would this situation change as a result 
of reforms that reduce restrictions on farm 
trade? 


“Some research suggests that after policy 
reform, a world supply or demand shock, 
such as a crop disaster, would result in a 
smaller world price movement than under 
the current regime,” says Harwood. “This is 
because removing trade barriers means 
that a greater number of market partici- 
pants, both producers and consumers, 
would share in adjusting to this shock, eas- 
ing the burden on those most vulnerable to 
change.” 

While the effects on specific countries are 
uncertain, the general impact of policy 
reform is clear, she adds. “Among the 
industrialized countries, gains from policy 
reform depend on the existing levels of 
domestic protection and different countries’ 
comparative advantages.” 

For Japan and the EC—where the wheat 
sectors are among the most heavily pro- 
tected—policy reform likely would transiate 
into market losses for wheat producers. 


“But overall gains for these countries would 
be large because of their more efficient 
resource use and substantially lower con- 
sumer prices for wheat,” she says. “In the 
United States and Argentina, where overall 
gains to the economy would likely be small, 
efficient farmers would profit significantly 
over the long run from policy reform and its 
expansion of their overseas rnarkets.” 


Under freer world trade in wheat, she says, 
the major benefit would be through a net 
increase in global economic surplus. 


“Agricultural support policies have reduced 
national income by inefficient resource use 
and transferred incomes from the nonfarm 
to the farm sector and from consumers and 


taxpayers to producers,” says Harwood. “In 
certain countries, nonagricultural sectors 
would likely be stimulated as protection lev- 
els are reduced, making an important con- 
tribution to both national and global 
economic growth. in most countries, how- 
ever, shifts in production would likely occur 
within the agricultural sector.” 


Harwood goes on to say that “the gain in 
global economic surplus would be realized 
mainly through the reallocation of 
resources. Agricultural subsidies currently 
in place act like a tax on other sectors.” 


She explains that if a subsidy produces 
higher returns to agriculture than would oth- 
erwise occur, resources that are mobile 
(capital and labor, for instance) will be 
drawn into agriculture. Resources drawn 
into agriculture come from other sectors 
because the supply of capital is fixed in the 
short run. Reducing the supply of capital in 
nonagricultural sectors causes the price of 
capital to rise—in effect, creating a tax on 
capital, misallocating resources, and 
reducing economic efficiency. 

“Studies done to date typically agree that a 
net gain in economic surplus would accrue 
to the major players in the world wheat 
trade,” says Harwood, who adds that tax- 
payers in these countries appear to be the 
main beneficiaries. 


Overall, total gains to taxpayers appear 
largest in the EC and the United States. 


In traditional exporting countries, such as 
Australia and the United States, the 
increase in agricultural output would be 
accompanied by an increase in non-agri- 
cultural output. “The trade balance in these 
countries would likely improve as the world 
prices of farm products rose,” says Har- 
wood. “Capital and labor use in agriculture 
would increase, along with the total capital 
stock.” () 

[Based primarily on information provided by 
economist Joy Harwood of the Commodity 
Economics Division, Economic Research 
Service.] 
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Sugar (Continued from page 16) 


domestic and import price controls, export 
controls and subsidies, minimum prices to 
farmers, and production quotas. The cur- 
rent U.S. sugar program includes import 
controls and a minimum price to producers. 


“Sugar, historically, has been one of the 
most volatile of all commodity markets,” 
says Clauson. For example, monthly world 
raw sugar prices have ranged from 2.7 
cents to 41.1 cents per pound in the 1980's. 
“When supplies are low, prices rise sharply, 
impacting consumers. Conversely, when 
supplies are high, prices are severely 
depressed, impacting producers. One fac- 
tor that cannot be controlled is the weather, 
making harvested acreage, yields, and 
sugar recovery rates unpredictable from 
year to year,” says the economist. 


ERS analysts say that quotas (restricted 
imports) are necessary to protect domestic 
sugar producers from competition with 
world sugar when prices are depressed. 
The U.S. program maintains a domestic 
price for raw sugar high enough to avoid 
defaults on processors’ Commodity Credit 
Corporation (CCC) loans. 


“Only about a quarter of world sugar is 
traded in international markets, and an 
even smaller amount, about 15 percent, is 
currently traded at world prices. This is an 
important point, since many people believe 
that unlimited quantities of sugar can be 
bought at the ‘world price.’ In reality, worid- 
priced sugar is a small uncommitted 
amount that is sold for whatever price it 
might bring,” says Clauson. 


Consumers pay the cost of world sugar 
protection at different rates, depending on 
where purchases are made. Little of the 
sugar traded in the world market is sold at 
world market prices, says Clauson. Almost 
all is sold at prices reflecting the domestic 
sugar policies of the trading countries. 


For example, according to a survey con- 
ducted by U.S. agricultural attachés in 
1988, sugar prices varied significantly in 
each country. In Canada, where world mar- 
ket sugar is available, the government pro- 


FARMLINE/December 1989-January 1990 


Consumer Prices for Sugar Reflect Domestic Policies Rather Than 


World Market Prices 
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Very little sugar is actually 
traded at the world price. 





vides a guaranteed return to growers in the 
form of income support payments. Retail 
prices in Ottawa were low, about 17 cents 
per pound, although prices varied and aver- 
aged 29 cents a pound in other cities, 
according to a Canadian government sur- 
vey. At the other end of the spectrum, in 
Japan, which has substantial duties, sugar 
sold at 89 cents a pound. The U.S. main- 
tains a price support program protected by 
import quotas, and the price to consumers 
in 1988 averaged 38 cents per pound. 


Sugar-exporting nations have criticized the 
United States for maintaining its sugar- 
import restrictions, including a formal chal- 
lenge brought by Australia through the 
GATT dispute settlement process against 
the allegedly improper implementation of 
U.S. import quotas. The European Commu- 
nity also filed a complaint through the same 
GATT process against the United States for 
its use of the Section 22 authority of the 
Agricultural Adjustment Act of 1933 to 
impose import restrictions on sugar-con- 
taining products. 


Implications of GATT Proposais 
GATT negotiators have debated proposals 
to restructure and decrease trade distorting 
agricultural subsidies. In April 1989, GATT 
negotiators reached framework agreement. 
Clauson says that although no major issues 
were resolved, the language appears flexi- 
ble and strong enough to suggest substan- 
tive long-term reductions in import barriers, 
supports, and subsidies. 


The framework agreement did not include 
specific language on the level of reductions 
or a schedule for such reductions. Since 
agriculture will be one of the toughest reso- 
lution areas, says Clauson, trade negotia- 
tors are expected to propose more specific 
intentions by January 1, 1990. Trade nego- 
tiators plan to discuss long-term reform pro- 
posals and complete the negotiations by 
late November or early December 1990 in 
the Uruguay round. 


Clauson points out that the language on 
import access and support levels in the 
framework agreement works within the 
scope of its members’ existing legislation, 
and their existing rights and obligations as 
members of GATT. For the short term the 
language of the agreement ensures that: 





@ “Current domestic and export support 
and protection levels are not exceeded, 


except as required by current law.” 


For the United States, the current 18-cent 
per pound loan rate specified in the 1985 
farm bill could not be increased and addi- 
tional protection measures and import 
quota restrictions could not be added, 
except under existing legislation. 


Clauson explains that the U.S. sugar pro- 
gram offers nonrecourse loans for raw cane 
sugar and refined beet sugar. A price objec- 
tive, called the Market Stabilization Price, 
and the quotas on imported sugar allow a 
domestic price to be maintained that 
encourages processors to redeem loan col- 
lateral, rather than to forfeit the sugar to the 
federal government. 

© “Participants shall be deemed to be in 
compliance with this undertaking so long as 
the access opportunities granted to individ- 
ual products in 1989 and 1990 are not less 
than those granted in 1987 and 1988.” 


Clauson says the wording is unclear on 
whether the intent is the maximum, mini- 
mum, or some average. If some averaging 
method is used, the U.S. raw/refined sugar 
import quota levels in 1989 and 1990 would 
not be reduced below the combined 1987 
level of 1.0 million short tons and the 1988 
level of 1.06 million short tons. The escape 
clause, “within the scope of existing legisla- 
tion,” permits reduction of the import quota 
level if necessary to avoid forfeitures of 
sugar to the CCC. 


@ “Support prices to producers are not 
raised above the level prevailing at the date 
of this decision.” 

This means that the 18-cent loan rate for 
sugar cannot be increased in the short 
term. Changes in support limitations and 
access restrictions beyond 1990 will likely 
be dictated by the Uruguay round. 


One of the changes in import quotas of 
sugar committed to the United States was 
announced in September 1989. The quota 
(for all exporting countries) was increased 
from 1,125,255 metric tons, raw value, to 
1,986,950. Also announced was a 9-month 


extension of the quota period (until Septem- 
ber 30, 1990). This change puts quota ship- 
ments for the 21-month period at a 
somewhat higher level on a 12-month 
equivalent basis than the previously 
announced quota of 1,125,255 metric tons. 


When announcing the changes, Secretary 
of Agriculture Clayton Yeutter said, “We are 
continuing to look at the options for bringing 
quotas into conformity with the GATT, but 
a decision on how to do this has not been 
made. In the interim, this modification of the 
import quota and the quota period is neces- 
sary to correct for a tightness in our sugar 
market, particularly during the last quarter 
of this calendar year.” 


Long-Term Goals 

Long-term goals will require that GATT 
negotiators provide a fair environment for 
sugar trade, says Clauson. Industry 
spckesmen attending the April 1989 GATT 
negotiations in Geneva offered the follow- 
ing opinions: 

@ While the United States is an average 
cost world producer, the United States and 
most other sugar-producing countries can- 
not compete with the usually lower priced 
excess sugar placed on the world market. 


Clauson explains that world sugar produc- 
tion increased by about 30 percent from 
1975 through 1988/89. The largest export- 
ing regions—the Caribbean, the European 
Community, Australia, and Ceniral/South 
America—together had 16.5 million metric 
tons of excess sugar to trade in 1988/89. 


Muktlaterally eliminating protectionist poli- 
cies and restraining countries from dump- 
ing sugar at depressed prices on the world 
market will need to be addressed, say the 
industry spokesmen. 


@ Congress will review sugar price support 
levels and market access issues during the 
1990 farm bill debate. The U.S. government 
wants farm program changes that produce 
a more market-oriented agriculture, and 
these changes will likely include risks and 
incentives for producers. Because of bud- 
get constraints, speculate industry spokes- 
men, there will likely be no increased 


support levels for commodities in the 1990 
farm bill. 


@ The sugar program's current no-cost pro- 
visions require the avoidance of accumula- 
tions of sugar by the CCC. Adjusted for 
inflation, the 18-cent loan rate set in 1985 
is actually 15.5 cents today. U.S. sugar 
producers and processors have had to 
increase efficiency to offset the loss. 


@ In the opinion of industry spokesmen, 
U.S. policy during the transition period, 
while protectionist policies are being 
removed worldwide, might include one or 
more of the following: marketing allocations 
by factory or mill, acreage reductions and 
quotas, a reduction of the loan rate, a tariff- 
quota system, and a two-price system for 
domestic sugar that includes marketing a 
fixed quantity at a guaranteed price and 
excess sugar at the world price. 


e@ After all protectionist policies are 
removed worldwide, the world price for 
sugar should effectively fluctuate around a 
level that covers all production, processing, 
and milling costs in most major producing 
countries. Such a level, say the industry 
spokesmen, would be considerably above 
current prices. 


The length of transition periods, currency 
fluctuations, and social, health, and safety 
requirements for U.S. workers versus other 
developed and developing country workers 
are specific topics requiring further discus- 
sion by GATT negotiators when moving 
from short-term to long-term agreements. 


“The heavy protection in international sugar 
markets makes reducing all trade barriers 
for sugar a major undertaking for GATT 
negotiators,” says Clauson. 

[Based on information provided by econo- 
mist Annette Clauson of the Commodity 
Economics Division, Economic Research 
Service.] 
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New Status for Hungary Opens Way 
to Long-Term Agricultural Trading 


n October 26, within days after Hung- 

ary declared itself a democratic repub- 
lic, President Bush granted it permanent 
Most Favored Nation (MFN) status. 


Previously Hungary had held MFN status 
on an annual basis since 1978. The perma- 
nent status enhances Hungary’s ability to 
form long-term agricultural trading partner- 
ships in the United States. 


At the time of President Bush’s announce- 
ment, Congress was preparing to extend 
MFN to Hungary for 3 years. in September, 
the Hungarian parliament passed a free- 
emigration law, to be effective in January, 
and Hungary allowed East Germans on its 
territory to cross the border to Austria. 


"U.S. lawmakers saw these initiatives as 
demonstrations of Hungary's intention to 
pose no barrier to emigration,” says analyst 
Miles Lambert of USDA's Economic 
Research Service. 





Hungary’s decision to allow 
East Germans to cross its 
border paved way to 
permanent MFN grant. 





The President granted the status without 
need for congressional action by declaring 
Hungary in compliance with the emigration 
provisions of the Trade Act of 1974. The act, 
in language referring to centrally planned 
economies, authorizes MFN status only if 
the recipient country demonstrates liberal 
emigration policies. The status is subject to 
annual Presidential review. 


Countries holding MFN status enjoy lower 
tariffs on many of their exports to the United 
States. They also become eligible for 
access to U.S. Commodity Credit Corpora- 
tion (CCC) and other government-backed 
credits. This helps U.S. agricultural export- 
ers to expand or establish markets in those 
countries. 


Hungary is one of the 97 nations belonging 
to the General Agreement on Tariffs and 
Trade (GATT), under which members ordi- 
narily extend mutual MFN status automati- 
cally. But since the United States invokes a 
right to withhold MFN status to the centrally 
planned economy members, the emigration 
provisions of the Trade Act become the 
determining criteria in extending MFN to 
those countries. 


Only Hungary, Poland, and Romania have 
been granted MFI under the Trade Act. 
Romania renouncad that status in 1988, 
calling the emigration policy stipulation an 
interference in internal affairs. 


The countries of Eastern Europe, including 
Hungary, bought $222.3 million more farm 
products than they sold to the United States 
in 1988. in 19S7, Eastern Europe's agricul- 
tural trade deficit was $98.9 million. Lam- 
bert says Eastern Europe’s hard-currency 
debt makes near-future increases in farm 
imports from the United States unlikely. 


Economic reforms in Eastern Europe, how- 
ever, might eventually result in more-attrac- 


tive, better quality exports such as 
preserved fruits, vegetables, premium pork 
and poultry products, and wine, that could 
be sold to the United States with the MFN 
advantage. Such sales to the United States 
would enable some enterprises in the 
region to import more U.S. agricultural prod- 
ucts, says the analyst. 


Independent importers are already appear- 
ing in Hungary and Poland. Depending on 
how much buying power economic reforms 
bring, these importers could start purchas- 
ing some nontraditional products from the 
United States, such as raisins, nuts, and 
exotic fruits and juices, says Lambert. 


But the uncertainty of year-to-year MFN 
status review makes countries wary of trad- 
ing with the United States. Their exports 
would be placed at a disadvantage by can- 
celiation of the status. Multiyear MFN status 
gives Hungarian food exporters incentive to 
meet U.S. quality standards and pursue 
commercial contacts, says Lambert, and 
U.S. partners feel more secure about deal- 
ing in Hungarian goods. 


in May 1989, President Bush announced 
that he was prepared to consider MFN for 
the Soviet Union if it puts into law its recently 
liberalized emigration policy. 

The Soviet Union's agricultural trade deficit 
amounted to $2.2 billion in 1988 and $916.2 
million in 1987. Its total trade deficits were 
$2.3 billion in 1988 and $1.1 billion in 1987. 


Lambert says that for the foreseeable 
future, the USSR is not likely to be able to 
upgrade the quality of its industrial products 
to increase its hard-currency sales to the 
United States, with or without MFN status. 
However, he says, were the USSR eligible 
for U.S. government-backed credits, it 
might buy more U.S. grain. The European 
Community (EC), which does not have 
credit restrictions similar to ours, offers the 
ao long-term credit for grain purciiases. 


[Based on information from analyst Miles 
Lambert of the Agriculture and Trade Anal- 
ysis Division, Economic Research Service.] 
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The Latest Issue of National Food Review 
Offers A World View of Food and Agriculture 


National Food Raview, a quarterly periodical 
from USDA's Economic Research Service, 
brings readers the latest developments in food 
prices, product safety, nutrition programs, food 
consumption, and marketing. 


The October-December 1989 issue (Vol. 12, 
issue 4) offers a unique look at food and agri- 
culture from an international perspective. 


Changes in the world economy have altered 
the anvironment for agricultural ti ade, greatly 
affucting the demand for U.S. farm products 
abioad. Many countries are moving to more 
" market-oriented agricuitural policies by re- 
ducing subsidies and trade barriers. Plans for 
Europe 1992 and Soviet reforms represent 
special challenges for the U.S. foou industry. 


National Food Review — 4 annual issues 


1 Year 2 Years 3 Years Single copy-Vol. 12, Iss. 4 
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